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The cover was designed to 
artistically capture the future 
theme for Commodore 
International, Positioned for 
the Future Worldwide. This was 
achieved through the use of 
various international languages 
representing Commodore’s 
worldwide sales strength. 



FINANCIAL 

HIGHUBHTS 


(OOOs omitted, except per share data) 


Year Ended 30 June 

1986 

1985 

1984 

Net Sales 

$ 889,300 

$ 883,100 

$1,267,200 

Net Income (Loss) 

$( 127 , 900 ) 

$(113,900) 

$ 143,800 

Per Share Data 

$ ( 4 . 08 ) 

$ (3.66) 

$ 4.66 

Shareholders’ Equity 

$ 105,000 

$ 222,500 

$ 324,400 

Average Shares Outstanding 

31,278 

31,142 

30,859 

Quarterly Per Share Data 

1st Quarter 

$ ( 1 . 25 ) 

$ .90 

$ .79 

2nd Quarter 

( 1 . 70 ) 

.10 

1.62 

3rd Quarter 

( 1 . 17 ) 

(.67) 

1.18 

4th Quarter 

.04 

(3.99) 

1.07 

Total 

$ ( 4 . 08 ) 

$ (3.66) 

$ 4.66 
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SHAREHOLDERS' 

LETTER 


Commodore International 
is now better positioned 
to meet the complex 
challenges of the 
competitive 
microcomputer 
industry. 

^Fiscal 1986 was a year of restructuring and repositioning 
■i Commodore International for future growth. Five new com¬ 
puters successfully launched in the March through December 
period of 1985 currently represent two-thirds of Commodore’s 
computer revenues. Decreases in costs and improvements in 
efficiencies were attained by closing two manufacturingfacilities, 
selling another, and reducing head count by thirty-three percent 
during the second half of the fiscal year. These measures have better 
positioned the company for future earnings growth, as evidenced by 
a profitable June quarter-the first profitable quarter since the 
December quarter, 1984. 

Revenues for fiscal 1986 were $889 million with a net loss of 
$127.9 million versus revenues of $883 million and a loss of $113.9 
million in the year ago period. However, the fourth quarter profit of 
$1.2 million on $208.6 million in revenues compared favorably with 
a net loss of $124 million on $131.9 million in revenues in the same 
year ago quarter. 

The company’s expanded product line has been positioned to 
better address a wide range of consumer 



and business user sectors. Amiga computer sales continue to gain momentum with 
June quarter results being the best sales quarter since the launch of the product in 
September, 1985. New products are presently under development to expand the 
Amiga computer into a family of products with even greater competitive advantages 
in product features and end-user value. The PC10 and PC20, the IBM PC 
compatible business computers, continue to gain share in Commodore’s international 
markets and are now the second most popular PCs that are retailed in Germany. The 
Commodore 64 and 128 computers remain the best selling family of home computers 
in the world. Over 700,000 units of the Commodore 128/128D have been sold since 
the launch last fall. In late fiscal 1986, the Commodore 64 was restyled and launched 
with GEOS, an icon-based operating system, as the 64C, a low-cost, entry level 
computer system. The Commodore 64C now has the features of much higher priced 
competitive machines. 

Manufacturing infrastructure has been reduced to improve operating efficiencies. 
Two plants were closed, another was sold, two joint ventures were terminated, and 
European consumer/educational computer production was transferred to Asia. 
Remaining European manufacturing was restructured to focus on higher value business 
computers. 

During fiscal 1986 operating expenses, as a percentage of sales, were reduced 
from 47.9% in the fourth quarter, 1985, to 25.4% in the recent fourth quarter. This is 
attributable to the broad spectrum of cost saving programs implemented by the 
company during the latter half of the fiscal year. 

Bank debt was reduced by $59 million or 30% during fiscal 1986 and further 
reductions are planned for fiscal 1987 as the company strives to improve its balance 
sheet position. 

Although a small profit was realized in the June quarter, we do not take lightly 
the complex challenges which confront us in 1987 and into the future. The microcom¬ 
puter industry remains a tough, rapidly evolving competitive market and we must 
continue to solidify our organization, and expand on our product strengths to realize 
continuing profit improvement. Through the combined efforts and dedication of our 
employees, customers and suppliers along with the support of our shareholders, we are 
now better positioned to meet the challenge of producing a profit in fiscal 1987. 




Thomas J. Rattigan 


Irving Gould 


President and Chief Executive Officer 


Chairman of the Board 


September 30,1986 




STRENGTHS 


The following charts 
graphically depict the 
strengthening position of 
the Company. 


A fter a sales decline in the 
September quarter versus 
the year ago quarter, the Decem¬ 
ber quarter was equal to the 
year ago quarter, up by 8% in 
the March quarter, and the June 
quarter showed an increase of 
58% over the year ago quarter. 
Combined, the last 3 fiscal 
quarters produced a 14% sales 
increase versus the same year 
ago period. This positive trend in 
the company’s revenues, graphi¬ 
cally displayed in the chart be¬ 
low, is a result of the company’s 
strengthened product mix. 


^hrough fiscal 1986 computer 
" unit sales have been increas¬ 
ing at a faster rate than overall 
revenue growth as is especially 
evident in the last two quarters 
of the fiscal year, when more 
than one million computers were 
sold, up 40% versus the year ago 
second half year. 


QUARTERLY UNIT 

SALES SALES 

(Millions) (000’s) 
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he favorable results of 
restructuring and realign¬ 
ment efforts are graphically 
displayed in the trend in operat¬ 
ing expenses as a percentage of 
sales. Over the past fiscal year, 
the company decreased operat¬ 
ing expenses from a level of 
47.9% to 25.4%. The company 
will continue to monitor and 
reduce expenses, while at the 
same time intensifying its new 
product efforts. 


O ne of the most significant 
accomplishments in fiscal 
1986 was the reduction of inven¬ 
tory levels. Year end inventory 
was reduced $113 million or 
36% versus year end fiscal 1985 
providing the cash to fund the 
business and reduce bank debt. 
Management controls imple¬ 
mented in manufacturing and 
sales forecasting should position 
the company to manage inven¬ 
tories effectively in the future. 


n uring the fiscal year the com¬ 
pany reduced bank debt by 
$59 million or 30% versus the 
year end, fiscal 1985. These 
measures continue to strengthen 
the company’s position with its 
major lenders. This positive trend 
will continue in 1987 as the com¬ 
pany plans to continue to pay 
down its outstanding debt. 
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INTERNATIONAL 

OPERATIONS 


In fiscal 1986, new 
products were 
strategically placed 
worldwide to maximize 
sales impact, while 
manufacturing was 
restructured to minimize 
costs and increase 
efficiencies. 


WORLDWIDE 

PRODUCT 

STRATEGIES 

F iscal 1986 was a year of positive 
product transition for the com¬ 
pany which involved a major 
development of present and future 
product strategies to meet the highly 
competitive and ever changing needs 
of the microcomputer industry. A 
variety of strategies were imple¬ 
mented worldwide to capitalize on 
the company’s new product, market¬ 
ing and distribution strengths. 

A significant worldwide product 
strength is the company’s leadership 
in the home user sector. The com¬ 
pany intends to maintain that posi¬ 
tion through continued revitalization 
of its multi product consumer line. 

Through the addition of GEOS, 
(Graphics Environment Operating 
System), a mouse operated, icon- 
based operating system, bundled 
with Geowrite and Geopaint 
application programs, the restyled 
Commodore 64C and the Commo¬ 
dore 128 will offer the consumer the 
ease of use and performance only 
found in signihcandy higher priced 
computers. 

The GEOS programs support a 
wide variety of input and output 
devices, including all the major dot 
matrix, letter quality and laser 
printers on the market. The ability 
to easily combine graphics with text 
in a wide variety of typestyles and 
fonts opens up a number of interest¬ 
ing new market applications for 
Commodore’s entry level consumer 
products. Many of the leading 
independent software companies 
currently supporting the Commo¬ 
dore 64 and 128 have indicated 
plans to introduce GEOS compatible 
applications. 




To capitalize on the trend toward 
more compact, integrated computer 
systems, Commodore successfully 
launched the C128D in its interna¬ 
tional markets. The C128D is a pro¬ 
fessionally oriented system based on 
the C128 computer with a built-in 
disk drive and detachable keyboard. 
This product configuration has 
appealed to small business, educa¬ 
tion and home users in the markets 
where launched. 

In Europe, where Commodore 
maintains a strong position in the 
business sector, Commodore’s PC 
line of computers are a major factor 
in its product mix. To remain com¬ 
petitive, Commodore will launch 
even more advanced PC and 
MS-DOS compatible products 
offering additional features, utility 
and value, in fiscal year 1987 

The highly acclaimed AMIGA 
computer was launched in North 
America in September, 1985, and in 
Europe and other major markets 
in May, 1986. 

The AMIGA is now gaining 


increasing recognition and momen¬ 
tum among software developers, 
retailers and end users. The 
machine’s multitasking, graphics, 
video and sound capabilities position 
it strongly in a variety of small busi¬ 
ness, professional, educational, con¬ 
sumer, and vertical market arenas. 

The AMIGA is the first of a family 
of products designed to be a key 
element in Commodore’s longterm 
product strategy. With well over 200 
software titles from independent 
developers currendy available and a 
like number projected to be available 
by the first calendar quarter of 1987, 
the AMIGA is successfully establish¬ 
ing its presence in Commodore’s 
chosen markets. 

Management believes that Com¬ 
modore’s evolving product strategy 
will position the company to capital¬ 
ize on its strengths worldwide. The 
introduction of new and improved 
products will continue to enhance 
Commodore’s position and provide 
for future growth and profitability. 


EUROPEAN 

OPERATIONS 

uropean sales remained strong 
throughout fiscal 1986 and now 
account for 50% of Commo¬ 
dore’s worldwide sales. Of those 
sales, consumer products account 
for two-thirds and business systems 
account for the remainder. 

Commodore presendy has operat¬ 
ing companies in Germany, France, 
the United Kingdom, Italy, Denmark, 
Sweden, Norway, the Netherlands, 
Austria, Switzerland and Belgium 
with senior European management 
located in Frankfurt, Germany. 

German Profile 

Commodore Buromaschinen Gmbh 
continues to be the strongest Com¬ 
modore operating company in 
Europe. Demand for Commodore 
personal and business computers is 
increasing with a broad product mix 
to successfully compete in all 
user segments. In fiscal 1986, Ger¬ 
man sales totalled more than $170 
million. 

A significant portion of this posi¬ 
tive performance can be attributed 




The Commodore 128D and 
the Commodore PC10, 
professional computers 
successfully sold throughout 
Europe. 
























NORTH 

AMERICAN 

OPERATIONS 



to the C128 and C128D, considered 
as one of the most successful recent 
computer introduction with just 
under 100,000 units sold in the 
product’s first year. 

In Germany, Commodore has 
also steadily increased its position in 
the business segment since its intro¬ 
duction of the Commodore PCs 
in April, 1985. Today 
it is the second 
best selling PC 
being retailed in 
Germany. 

Commodore’s 
superior 
value per¬ 
formance 
ratio has success¬ 
fully placed PC’s in 
several well known 
major corporations 
including BMW, 

Siemens, BASF, 
and Volkswagon. 

At BMW, engineers 
are using Commodore 
PC’s to provide greater 
precision and reliability’ 
in testing BMW dashboard 
instrument display functions. 

In Germany, Commodore has 
increased the company’s share in the 
educational marketplace to over 
50%. This has been achieved 
through targeted marketing and 
competitive pricing policies. 

Fiscal 1986 was a successful year 
for Commodore Buromaschinen 
Gmbh and a year of establishing an 
even stronger base for the future. 


Swedish Profile 

In March, 1985, Commodore AB 
was established as an operating 
company in Sweden. A new man¬ 
agement has succeeded in achieving 
greater market penetration. Today 
Commodore is the leading con¬ 
sumer computer 
company with 70% 
of total consumer 
product sales in 
Sweden. 

With the 
introduction 
of the Com¬ 
modore PC 
products, in 
Sweden, Com¬ 
modore success¬ 
fully entered the 
business and profes¬ 
sional sectors and 
already ranks third 
in total sales in 
Sweden. Several 
well known companies 
and institutions, such as 
IKEA, The Defense 
Material Administration, 
University of Gothenburg, 

SAAB and the University of 
Stockholm, have now installed 
Commodore PCs and the Swedish 
government has approved Commo¬ 
dore products for use by its univer¬ 
sities and technical institutions. 

With a motivated organization, a 
competitive product line and strong 
market presence, Commodore AB 
is positioned for even further 
growth. 


GEOS, GEOWRITE and GEOPAINT are trademarks of Softworks, Inc. 
IBM is a registered trademark of International Business Machines, Inc. 
MS/DOS is a trademark of Microsoft Corporation 
Commodore is a registered trademark of Commodore Electronics, Ltd. 
Amiga is a registered trademark of Commodore-Amiga, Inc. 


^■iscal 1986 was a year of major 
P* change in all facets of the North 
American operation. In an effort 
to increase profitability, each product 
line and distribution channel was 
evaluated in detail. A series of actions 
was taken to enhance profit margins, 
including a dramatic reduction in 
overhead. 

The Commodore 64 continues to 
remain North America’s top selling 
home computer. The Commodore 
128 achieved excellent sales results 
since its launch in September, 1985 
and has broadened the appeal of 
Commodore’s entry level product 
line in the U.S. and Canada, in both 
the home and educational sectors. 

The launch of the Amiga com¬ 
puter heralded Commodore’s re¬ 
entry’ into the small business/per¬ 
sonal computer sector through 
computer specialty stores. New soft¬ 
ware continues to become increas¬ 
ingly available which capitalizes on 
Amiga’s unique multi tasking, graph¬ 
ics, video and sound capabilities. 

As in Europe, the Canadian oper¬ 
ation has successfully marketed the 
Commodore PC product line. These 
products, being sold in Canada 
through specialty 7 computer retailers 
such as Computerland, have become 
one of the most popular personal 
computers in Canada. 

Commodore North America is 
now positioned to offer its range of 
products through all types of retail 
oudets including mass merchan¬ 
disers, electronic stores and com¬ 
puter specialty stores with a product 
range and distribution pattern that 
more fully meets the needs of all 
computer purchasers. 







The Amiga computer 
presently being sold 
through major 
computer specialty 
stores throughout the 
United States and 
Canada. 



I The Amiga 1000 and 
I Commodore 64C. 
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INTERNATIONAL 

DISTRIBUTOR 

OPERATIONS 



I n many countries throughout 
the world, Commodore operates 
through exclusive distributor 
organizations. Such countries 
account for just under 5% of 
Commodore’s worldwide sales. 

Throughout fiscal 1986, efforts 
were devoted to establishing distrib¬ 
utors in Mexico, Central and South 
America, the Middle East, India and 
Eastern Europe: all areas where 
Commodore had little or no sales. 


Finnish Profile 

In addition, several European 
countries have been successfully 
operating with a distributor network. 
Among the most successful is 
Finland, where PCl-Data began 
doing business with Commodore 
in November, 1974. 

PCl-Data is an organization of 70 
people, which handles sales and 
marketing of the entire Commodore 
product line in Finland. Presendy, 
Commodore products are sold 
through over 400 oudets consisting 
of Commodore “Shop-in-Shop” 
stores which sell Commodore prod¬ 
ucts exclusively, personal computer 
specialty stores, and electronic stores. 

All materials used in marketing 
and selling Commodore products 
are first translated into Finnish by 
PCl-Data. This includes every- 
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thing from packaging, literature, 
advertising, manuals, and the 
translation of software. 

To support the Commodore line 
of products, PCI-Data exhibits at 6 
major trade shows annually and 
runs an extensive advertising cam¬ 
paign consisting of Commodore 
image advertising and cooperative 
dealer supported ads. 

These efforts have firmly posi¬ 
tioned Commodore in the consumer 


market, where Commodore prod¬ 
ucts account for 70% of total sales in 
Finland. 

With the introduction of the 
Commodore PC products, Commo¬ 
dore has started to gain momentum 
in the business sector as well. 

Finland is just one example of 
many successful Commodore dis¬ 
tributors which will continue to 
contribute to Commodore’s future 
growth and profitability. 


A major trade show 
in Finland where 
Commodore products are 
prominently displayed. 



The Commodore 64 and I 
the Commodore 128.! 
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MANUFACTURING 


! n fiscal 1986, manufacturing was 
restructured to improve produc¬ 
tion and cost efficiencies. Several 
major changes were implemented to 
maximize plant efficiencies, 
minimize costs and better service 
Commodore’s worldwide 
sales companies, and distributors. 

A facility in the U.K. and in the 
U.S. were closed, another in Japan 
sold, and two Japanese joint ventures 
were also terminated. These closures 
resulted in a reduction in costs, over¬ 
head, and improved efficiencies. 

High volume consumer product 
manufacturing was shifted from 
Germany to the Far East with the 
Braunschweig facility being con¬ 
verted to produce high-end business 
systems for the European market. 
Centralizing h i gh volume produc¬ 
tion in existing Asian facilities 
results in improved efficiencies and 
a reduction in overhead. 

Manufacturing costs continue to 
be evaluated and closely monitored 
and production consolidation will 
be implemented whenever cost 
efficiencies are identified. 
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FINANCIAL 

REVIEW 

Sales 

The Commodore C64 product group accounted for a major 
portion of sales for each of the last three years. Unit sales of the 
C64 were 2.5 million in 1984 and almost 2 million in 1985. 

In fiscal 1986 an upgraded 028, which is compatible with the 
C64, was introduced to expand this important product group. 
Combined sales of the C64 and C128 were 1.9 million units 
in fiscal 1986. Selling prices remained stable throughout fiscal 
1984 and the first half of fiscal 1985. In February 1985 prices 
were reduced significantly for the C64 and related peripherals. 
The higher priced C128 was introduced in August 1985'and 
prices were increased with the launch of the redesigned C64 
in May 1986. 

In April 1985 the IBM-compatible PC 10 and PC20 were 
introduced in Europe and in September 1985 the Amiga was 
launched. These two new product groups accounted for 17% 
of fiscal 1986 sales. Net sales were $889 million in 1986, 

$883 million in 1985 and $1,267 million in 1984. 

Fiscal 1986 

Fiscal 1986 was a year of significant change. Losses which 
began in mid-1985 continued for nine months, but a profit 
was achieved in the fourth quarter of fiscal 1986. The following 
chart highlights the major quarterly results: 



Sales 

Net Incon 

(Millions) 

1st Quarter 

$159 

( $39) 

2nd Quarter 

339 

( 53) 

3rd Quarter 

182 

( 37) 

4th Quarter 

209 

1 

Year 

$889 

($128) 


The strong sales in the second quarter reflect the seasonal 
impact of Christmas. Sales rebounded in the fourth quarter 
for all product groups. The net loss in the second and third 
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quarters included inventory writedowns and restructuring 
charges of $46 million and $15 million, respectively. 

Sales for fiscal 1986 were $889 million, slightly higher than 
the $883 million for the prior year. Sales of the new products, 
PC 10, PC20 and Amiga, offset a decline in the combined sales 
of the C64 and C128 group. The strengthening of European 
currencies versus the U.S. dollar had a favorable impact on 
sales in fiscal 1986. The dollar value of sales for 1986 would 
have been approximately $69 million lower if prior year 
exchange rates had been in effect. 

Gross margin was $170 million in 1986 compared with 
$165 million in 1985. Two major factors contributed to this 
variance. There was a significant decrease in inventory write¬ 
downs from $63 million in 1985 to $34 million in 1986. This 
favorable impact was offset by an increase in the cost of prod¬ 
ucts sourced in Japan due to the weakening of the U.S. dollar 
in fiscal 1986. 

Operating expenses for 1986 were $246 million, equal 
to the prior year. Advertising and merchandising expenses 
decreased significandy in the Christmas quarter, but were 
offset by increases in other selling expenses. Total selling 
expenses decreased $4 million. General and administrative 
expenses increased $6 million, primarily due to heavy profes¬ 
sional fees related to negotiations with the worldwide bank 
group and other administrative matters. The acquisition of the 
Amiga technology resulted in $8 million of amortization, 
which was offset by reduced expenditures for research and 
development of $10 million. 

Reduced inventories allowed bank debt to be reduced in 
mid-1986 and combined with a reduction in interest rates, 
interest expense decreased $4.5 million to $28 million. In 
fiscal 1986 the decision was made to close the semiconductor 
facility in Costa Mesa and the computer assembly facility in 
the United Kingdom. All sales and marketing organizations 
were also streamlined and total worldwide employment was 
reduced by 1400 employees to 3,100 as of 30 June 1986. 
Restructuring costs of $27 million included primarily the 
writeoff of excess equipment. In 1985 restructuring costs 
included a loss of $1.2 million from the sale of the Canadian 
Steel Division and a provision of $2.5 million for certain idle 
semiconductor equipment. Realized currency transaction 
gains/losses accounted for most of the other income of $7 
million in 1986 and other expense of $7 million in 1985. 

The pretax loss was $ 124 million in 1986 and $ 125 million 
in 1985. In 1986 there was an income tax provision of $4 
million because operations in certain European countries 
were profitable and losses in the U.S., and other countries 
could not be carried back to prior years. In 1985 there was an 
income tax benefit of $11 million due to carryback of losses in 
certain countries. The net loss was $128 million in 1986 
compared with $114 million in 1985. 

Fiscal 1985 and 1984 

As a result of lower sales volumes and price decreases 
which were not offset by comparable product cost reductions, 
gross profit decreased significandy to $165 million in 1985 
from $467 million in 1984. In addition, there was a provision 


of $63 million to reduce inventories to net realizable value. 

Operating expenses increased to $246 million in 1985 
from $220 million in 1984. Advertising and marketing pro¬ 
grams were increased in 1985 to stimulate demand, primarily 
during the Christmas selling season, and accounted for a 
major portion of the $20 million increase in selling expenses. 
Research and development expenses increased 15% over 
1984 to $46 million as final development work was completed 
for the Commodore 128, PC 10, PC20 and Amiga products. 
Interest expense increased to $33 million in 1985 from $20 
million in the prior year due to increased borrowings required 
to finance higher inventories. 

As a result of the significant deterioration in gross profit, 
there was a pretax loss of $125 million in 1985 compared 
with pretax income of $224 million in 1984. There was an 
effective income tax benefit of 9% in 1985 compared with a 
tax provision of 36% in 1985. After taxes the net loss was 
$114 million in 1985 in contrast to net income of $144 million 
in 1984. 

Liquidity and Capital Resources 

The net losses in fiscal 1986 and 1985 had a significant 
adverse effect on the Company’s working capital. However, a 
large portion of the losses were non-cash since they were 
writedowns of inventories and excess property and equipment 
to net realizable value. 

In fiscal 1985 the Company had an increase in bank debt 
of $151 million. In fiscal 1986 total bank debt was reduced by 
$59 million due to better working capital management, pri¬ 
marily from the reduction of inventories by $112 million to 
$202 million as of 30 June 1986. In January 1985, a subsidiary 
issued a seven-year 100 million Deutsche Mark public deben¬ 
ture in West Germany. At 30 June 1985, the U.S. dollar 
equivalent of this debenture was $33 million, but due to the 
weakening of the U.S. dollar, the value was $45 million at 30 
June 1986. This increase in the dollar value of the debentures 
had no effect on cash flow. 

In October 1986, the Company reached an agreement in 
principle for a new credit agreement which requires the Com¬ 
pany and certain subsidiaries to maintain certain revised 
financial ratios and minimum level of net worth. The agree¬ 
ment also requires minimum repayments of $32 million in 
fiscal 1987 As a result of the new agreement, $ D0.6 million 
of debt which had been classified as current due to non- 
compliance with the previous convenants, has been reflected 
as long-term in the consolidated financial statements as of 30 
June 1986. This contributed to the increase in net working 
capital to $131.7 million as of 30 June 1986, from $95.7 
million at the end of the prior year. 

Capital expenditures were $64 million in 1985 compared 
to $19 million in 1986. It is anticipated that capital expendi¬ 
tures will continue to be less than depreciation in fiscal 1987 
With continuing emphasis on cash conservation through 
improved working capital management and a return to profit¬ 
ability the company anticipates that there will be sufficient cash 
flow to finance operations and to meet current obligations. 
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FIVE-YEAR COMPARISON OF 
SELECTED FINANCIAL DATA 


Commodore International Limited and Subsidiaries 
(000s omitted, except per share amounts) 


Year Ended 30 June 

1986 

1985 


1984 

1983 

1982 

Net sales 

$ 889,300 

$ 883,100 

$1,267,200 

$681,200 

$304,500 

Gross profit 

170,500 

165,100 


466,800 

320,800 

145,400 

Operating expenses 

246,100 

246,100 


219,900 

201,400 

88,500 

Interest expense, net 

28,100 

32,600 


20,400 

8,000 

6,200 

Restructuring charges 

27,000 

3,700 


- 

- 

- 

Other expense (income), net 

(7,000) 

7,300 


2,000 

(1,500) 

(100) 


294,200 

289,700 


242,300 

207,900 

94,600 

Income (loss) before income taxes 







and extraordinary item 

(123,700) 

(124,600) 


224,500 

112,900 

50,800 

Income tax provision (benefit) 

4,200 

(10,700) 


80,700 

24,900 

10,200 

Income (loss) before extraordinary item 

(127,900) 

(113,900) 


143,800 

88,000 

40,600 

Extraordinary item(l) 

- 

- 


- 

. 3,700 

3,700 

Net income (loss) 

$ (127,900) 

$ (113,900) 

$ 

143,800 

$ 91,700 

$ 44,300 

Per share data: 







Income (loss) before extraordinary item 

$ (4.08) 

$ (3.66) 

$ 

4.66 

$ 2.86 

$ 1.32 

Extraordinary item(l) 

- 

- 


- 

.12 

.12 

Net income (loss) 

$ (4.08) 

$ (3.66) 

$ 

4.66 

$ 2.98 

$ 1.44 

Weighted average shares 

31,278 

31,142 


30,859 

30,809 

30,800 

Financial Position-30 June 







Current assets 

$ 375,100 

$ 509,200 

$ 

574,400 

$532,700 

$182,300 

Current liabilities 

243,400 

413,500 


269,900 

327,900 

83,200 

Working capital 

131,700 

95,700 


304,500 

204,800 

99,100 

Total assets 

504,900 

680,800 


679,000 

614,600 

235,400 

Long-term debt 

154,500 

34,100 


77,300 

92,000 

44,400 

Shareholders’ equity 

105,000 

222,500 


324,400 

190,700 

105,900 


(1) Tax benefit of net operating loss carryforward. 

(2) See note 1 to the consolidated financial statements regarding current developments. 
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CONSOLIDATED STATEMENTS 
OF OPERATIONS 


Commodore International Limited and Subsidiaries 
(000s omitted, except per share amounts) 


Year Ended 30 June 

1986 

1985 

1984 

Net sales (Note 2) 

$ 889,300 

$ 883,100 

$1,267,200 

Cost of sales 

718,800 

718,000 

800,400 

Gross profit 

170,500 

165,100 

466,800 

Operating expenses: 




Selling, including advertising 

160,900 

165,300 

145,700 

General and administrative 

40,400 

34,300 

33,900 

Research and development (Note 2) 

36,800 

46,500 

40,300 

Amortization of acquired technology (Note 3) 

8,000 

- 

- 


246,100 

246,100 

219,900 

Income (loss) from operations 

(75,600) 

(81,000) 

246,900 

Interest expense, net of interest income 




of $2,200, $2,100 and $1,900, respectively 

28,100 

32,600 

20,400 

Restructuring charges (Note 1) 

27,000 

3,700 

- 

Other expense (income) (Note 2) 

(7,000) 

7,300 

2,000 

Income (loss) before income taxes 

(123,700) 

(124,600) 

224,500 

Income tax provision (benefit) (Note 4) 

4,200 

(10,700) 

80,700 

Net income (loss) 

$ (127,900) 

$ (113,900) 

$ 143,800 

Per share data (Note 2) 

$ (4.08) 

$ (3.66) 

$ 4.66 


The accompanying notes are an integral part of these statements. 
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CONSOLIDATED 
BAIANCE SHEETS 


Commodore International Limited and Subsidiaries 
(000s omitted, except share data) 



30 June 1986 

30 June 1985 

Assets 

Current Assets: 



Cash and equivalents 

$ 31,800 

$ 8,400 

Accounts receivable, net of allowances 



for doubtful accounts of $17700 and 



$14,600, respectively (Note 7) 

129,000 

142,600 

Inventories (Notes 1 and 2) 

202,300 

314,700 

Income tax refunds 

2,800 

29,500 

Prepaid expenses (Note 2) 

9,200 

14,000 

Total current assets 

375,100 

509,200 

Property and equipment, at cost (Notes 1 and 2) 

157,500 

190,900 

Accumulated depreciation and amortization 

(64,100) 

(65,900) 

Net property and equipment 

93,400 

125,000 

Acquired technology (Notes 1 and 3) 

23,700 

31,700 

Other assets (Notes 2 and 5) 

12,700 

14,900 


$504,900 

$680,800 

Liabilities and Shareholders’ Equity 

Current Liabilities: 



Bank debt (Notes 1 and 6) 

$27,200 

$192,500 

Debentures and mortgages (Notes 1 and 7) 

— 

39,200 

Current portion of long-term debt 

40,300 

9,400 

Accounts payable 

78,700 

76,700 

Accrued liabilities 

40,700 

36,800 

Taxes payable (Note 4) 

56,500 

58,900 

Total current liabilities 

243,400 

413,500 

Long-term debt (Notes 7 and 9) 

154,500 

34,100 

Deferred income taxes (Note 4) 

2,000 

5,700 

Other long-term liabilities 

— 

5,000 

Commitments and contingencies (Note 11) 

- 

— 

Shareholders’ Equity (Note 8) 



Capital stock, $.01 stated value 



Authorized -90,000,000 shares 



Issued -31,934,879 and 



31,425,879 shares, respectively 

300 

300 

Contributed surplus 

32,300 

28,600 

Retained earnings 

88,900 

216,800 

Cumulative translation adjustment 

(12,400) 

(22,700) 

Unearned compensation 

(3,600) 

— 

Treasury stock -186,182 shares, at cost 

(500) 

(500) 

Total shareholders’ equity 

105,000 

222,500 


$504,900 

$680,800 


The accompanying notes are an integral part of these statements. 























CONSOLIDATED STATEMENTS OF 
SHAREHOLDERS’ EQUITY 


Commodore International Limited and Subsidiaries 
(000s omitted) 



Capital 

Stock 

Contributed 

Surplus 

Retained 

Earnings 

Cumulative 

Translation 

Adjustment 

Unearned 

Compensation 

Treasury 

Stock 

Total 

Balance, 30 June 1983 

$300 

$13,700 

$186,900 

$ (10,000) 

$ 

$ (200) 

$ 190,700 

Net income 

- 

- 

143,800 

- 

- 

- 

143,800 

Foreign currency translation 
adjustments for year 

_ 

— 

— 

(10,800) 

— 

— 

(10,800) 

Exercise of employee stock 
options 

— 

400 

— 

— 

— 

- 

400 

Issuance of shares in lieu of 
cash as compensation 

— 

200 

— 

— 

— 

— 

200 

Sale of treasury stock 
to employees 

_ 

100 

_ 

_ 

— 

— 

100 

Balance, 30 June 1984 

300 

14,400 

330,700 

(20,800) 

- 

(200) 

324,400 

Net Qoss) 

- 

- 

(113,900) 

- 

- 

- 

(113,900) 

Foreign currency translation 
adjustments for year 

_ 

— 

_ 

(1,900) 

— 

— 

(1,900) 

Issuance of shares for acquisi¬ 
tion of Amiga Computer, Inc. 
(Note 3) 


13,700 





13,700 

Sale of stock to an officer 

- 

400 

- 

- 

- 

- 

400 

Exercise of employee stock 
options 

_ 

100 

— 

— 

— 

— 

100 

Purchase of treasury stock 

- 

- 

- 

- 

- 

(300) 

(300) 

Balance, 30 June 1985 

300 

28,600 

216,800 

(22,700) 

- 

(500) 

222,500 

Net floss) 

- 

- 

(127,900) 

- 

- 

- 

(127,900) 

Foreign currency translation 
adjustments for year 

_ 

— 

_ 

10,300 

— 

— 

10,300 

Issuance of shares to an officer 
pursuant to employment 
contract (Note 8) 


3,600 



(3,600) 


0 

Exercise of employee stock 
options 


100 

_ 

_ 

_ 

_ 

100 

Balance, 30 June 1986 

$300 

$32,300 

$88,900 

$(12,400) 

$(3,600) 

$(500) 

$105,000 

The accompanying notes are an 

integral part of these statements. 
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CONSOLIDATED STATEMENTS OF 
CHANGES IN FINANCIAL POSITION 


Commodore International Limited and Subsidiaries 
(000s omitted) 


Year Ended 30 June 

1986 

1985 

1984 

Working Capital was Provided by (Used in): 

Net income floss) 

$ (127,900) 

$ (113,900) 

$143,800 

Items not requiring working capital- 
Depreciation and amortization 

39,100 

31,100 

19,500 

Deferred income taxes and equity earnings 

(4,300) 

(2,500) 

3,400 

Total working capital provided by (used in) operations 

(93,100) 

(85,300) 

166,700 

Proceeds of debenture offering 

- 

33,000 

- 

Increase in long-term debt 

- 

120,900 

- 

Reclassification of long-term debt and debentures (Note 1) 

130,600 

(177,700) 

- 

Net book value of property and equipment retired 

25,100 

6,400 

1,000 

Fair value of common stock issued for acquisition 
of Amiga Computer, Inc. 

_ 

13,700 

_ 

Proceeds, including income tax benefits and compensation, 
from issuance of stock 

100 

500 

700 

Total working capital provided (used) 

62,700 

(88,500) 

168,400 

Working Capital was Applied to: 

Purchase of property and equipment 

19,100 

63,800 

42,700 

Acquisition of Amiga Computer, Inc.: 

Acquired technology 

_ 

31,700 

_ 

Property and equipment 

- 

700 

- 

Other long-term liabilities 

- 

(5,000) 

- 

Decrease in long-term debt 

10,200 

19,400 • 

14,700 

Effect of exchange rate changes on working capital 

(3,900) 

1,400 

9,200 

Other, net 

1,300 

8,300 

2,100 

Total working capital applied 

26,700 

120,300 

68,700 

Increase (decrease) in working capital 

$ 36,000 

$ (208,800) 

$ 99,700 

Analysis of Increase (Decrease) in Working Capital: 

Increase (decrease) in current assets— 

Cash and equivalents 

$ 23,400 

$ (14,700) 

$ (300) 

Accounts receivable 

(13,600) 

(95,200) 

57,800 

Inventories 

(112,400) 

6,400 

(18,500) 

Income tax refunds 

(26,700) 

29,500 

- 

Prepaid expenses 

(4,800) 

8,800 

2,700 


(134,100) 

(65,200) 

41,700 

(Increase) decrease in current liabilities— 

Bank debt 

165,300 

(188,300) 

11,700 

Debentures and mortgages 

39,200 

(39,200) 

- 

Current portion of long-term debt 

(30,900) 

(1,600) 

(2,400) 

Accounts payable and accrued liabilities 

(5,900) 

80,200 

89,000 

Taxes payable 

2,400 

5,300 

(40,300) 


170,100 

(143,600) 

58,000 

Net increase (decrease) in working capital 

36,000 

(208,800) 

99,700 

Working capital, beginning of year 

95,700 

304,500 

204,800 

Working capital, end of year 

$ 131,700 

$ 95,700 

$304,500 


The accompanying notes are an integral part of these statements. 

















NOTES TO CONSOLIDATED 
FINANCIAL STATEMENTS 


Commodore International Limited and Subsidiaries 
30June 1986 

I 1. Current Developments 

During the two fiscal years ended 30 June 1985 and 1986, 
the Company incurred net losses of $113.9 million and $1279 
million, respectively. A large portion of the losses in both 
years were non-cash since they were writedowns of inventories 
and excess property and equipment to net realizable value. 
The 1986 loss included $27 million of restructuring charges 
related principally to facility rationalizations, including divesti¬ 
ture of joint ventures and excess facilities, and staff reduction 
and consolidation. As disclosed in Note 12, the Company had 
net sales of $208.6 million and net income of $1.2 million 
(unaudited) in the three-month period ended 30 June 1986. 

The operating loss and capital expenditures in 1985 
required an increase in short-term and long-term financing of 
$185.9 million. During 1986, total bank debt was reduced by 
$59.1 million. Among other restrictions, the loan agreements 
require the Company and certain subsidiaries to maintain 
certain financial ratios and minimum levels of working capital 


and net worth. As of 30 June 1985, the Company was not in 
compliance with certain covenants and $1777 million of debt 
which would otherwise have been classified as long-term was 
reflected in the consolidated financial statements as current 
debt. In October 1986, an agreement in principle for a new 
credit agreement was reached with the banks and $130.6 
million of debt which had been classified as current due to 
non-compliance with the previous covenants was reflected as 
long-term in the consolidated financial statements as of 30 
June 1986. 

Realization of the carrying value of investments in inven¬ 
tories, property and equipment and acquired technology is 
dependent upon the success of future operations. Manage¬ 
ment believes that all adjustments necessary to present fairly 
the consolidated financial statements on a “going concern” 
basis have been reflected as of 30 June 1986. 


I 2. Summary of Accounting Policies 

Commodore International Limited is incorporated in the 
Bahamas.The consolidated financial statements of Commodore 
International Limited and Subsidiaries have been prepared in 
accordance with accounting principles generally accepted in 
the United States. Within those principles, the Company’s 
more important accounting policies are set forth below. 

Principles of Consolidation 

The consolidated financial statements include the accounts of 
all majority-owned subsidiaries except for Commodore Credit 
Inc., the Company’s wholly-owned finance subsidiary, as its 
operations are dissimilar to the manufacturing and marketing 
operations of the consolidated group. All significant intercom¬ 
pany accounts, transactions and profits have been eliminated. 

Translation of Non-U.S. Currencies 

Assets and liabilities recorded in functional currencies other 
than U.S. dollars are translated at current exchange rates. The 
resulting adjustments are charged or credited directly to cumu¬ 
lative translation adjustment in the shareholders’ equity sec¬ 
tion of the consolidated balance sheets. Sales and expenses are 
translated at th^ weighted average exchange rates for the 
period. All foreign currency transaction gains and losses are 
included in income in the period in which they occur. 

Realized currency gains flosses) of $5.7 million, $(9.5) 
million and $(6.5) million for fiscal 1986,1985 and 1984, 
respectively, were included in the consolidated statements 
of operations as other income (expense). 

Inventories 

Inventories are stated at the lower of cost (first-in, first-out) 
or market, and are inclusive of material, labor and overhead. 


Inter-company profits are eliminated from inventory 
valuations. Inventories, net of reserves, consisted of the 
following (000s omitted); 




30June 



1986 

1985 

Raw materials' and 




work-in-process 


$ 85,900 

$162,200 

Finished goods 


116,400 

152,500 



$202,300 

$314,700 

Property and Equipment 



Major classes of property and equipment were as 

follows 

(000s omitted): 





30June 

Estimated 

Description 

1986 

1985 

Useful Lives 

Land 

Machinery and 

$ 2,900 

$ 2,600 


equipment 
Buildings and 

85,800 

126,700 

3-10 years 

improvements 
Furniture and 

36,700 

31,300 

10-40 years 

fixtures 

9,600 

8,200 

3-10 years 

Tooling 

Leasehold 

11,900 

8,600 

2-5 years 

improvements 

10,600 

13,500 

Lease Term 


$157,500 

$190,900 














Net book value of property and equipment of U.S. semi¬ 
conductor operations at 30 June 1986 was $34.2 million. 

Depreciation has been provided over the estimated useful 
lives of the assets using primarily the straight-line method. 
Expenditures for additions, renewals and betterments are 
capitalized. Maintenance and repairs are expensed as incurred. 
Upon sale or other disposition, the applicable amounts of 
asset cost and accumulated depreciation are removed from the 
accounts and the net amount, less proceeds from disposal, is 
charged or credited to income. 

Income Taxes 

The Company and its subsidiaries provide taxes on income 
in accordance with the tax rules and regulations of the many 
taxing jurisdictions where the income is earned. The income 
tax rates imposed by these taxing jurisdictions vary substan¬ 
tially. Taxable income may differ from pretax income for 
financial accounting purposes. To the extent that differences 
are due to expense items reported in one period for tax pur¬ 
poses and in another period for financial reporting purposes, 
appropriate provision for deferred income taxes is made. The 
Company provides income taxes on undistributed earnings of 
foreign subsidiaries which are not permanently reinvested. 

Investment credits and other allowances provided by 
income tax laws of respective countries are credited to current 
income tax expense under the flow-through method of 
accounting. 

Revenue Recognition 

Sales are recognized when products are shipped, net of allow¬ 
ances for estimated returns and discounts. 


Barter Arrangements 

During fiscal 1985 and 1984, the Company entered into 
agreements which provided for products to be exchanged for 
cash, advertising and other services, primarily transportation. 
The Company accounts for the income from such barter 
arrangements based upon the fair value of the products 
exchanged for the barter credits. At 30 June 1986, $5.2 million 
of these barter credits were included in prepaid expenses and 
$2.7 million were included in other assets in the consolidated 
balance sheet. Such classification is based upon management’s 
expected utilization of the barter credits. 

Research and Development Costs 

The Company expenses all research and development costs, 
including software development costs, as incurred. 

Reclassifications 

Certain reclassifications have been made to conform with the 
1986 presentation. 

Per Share Data 

Per share data are calculated using the weighted average 
number of shares of capital stock and dilutive capital stock 
equivalents (stock options) outstanding during each year. The 
weighted average number of shares used to compute earnings 
per share was 31,278,000,31,142,000 and 30,859,000 in 
1986,1985 and 1984, respectively. 


I 3. Acquisition of Amiga Computer, Inc. 

In October 1984, the Company acquired Amiga Computer, 
Inc. for up to 550,000 shares of common stock and cash of 
$12.8 million. Of this amount, 521,578 shares of stock have 
been issued and $8.5 million has been paid. The balance is 
payable in October 1986. The acquisition was accounted for 
as a purchase and the excess ($31.7 million) of the purchase 
price over the fair value of the net tangible assets acquired has 


been classified as acquired technology in the consolidated 
balance sheet, and is being amortized on a straight-line basis 
over a four-year period commencing in fiscal 1986. 

Subsequent to 30 June 1985, the Company was advised 
by the United States Securities and Exchange Commission 
that it has no objection to the Company’s method of account¬ 
ing for this acquisition. 





The income tax provision (benefit) consisted of the following 
(000s omitted): 



1986 

1985 

1984 

Current: 

U.S. Federal 

$ 

$(25,300) 

$24,600 

U.S. state 

— 

- 

5,000 

Non-U.S. 

7,900 

16,300 

47,700 

Subtotal 

7,900 

(9,000) 

77,300 

Deferred: 

U.S. Federal 

— 

(3,000) 

3,000 

Non-U.S. 

(3,700) 

1,300 

400 

Subtotal 

(3,700) 

(1,700) 

3,400 

Total 

$ 4,200 

$(10,700) 

$80,700 


Non-U.S. earnings (loss) before income taxes amounted to 
($30) million, ($54) million and $160 million in 1986,1985 
and 1984, respectively Deferred taxes related primarily to 
differences between tax depreciation and depreciation for 
financial reporting purposes. 

The Company and its subsidiaries are engaged in business 
in countries with statutory tax rates ranging from zero to 
approximately 57%. Despite the consolidated loss in 1986 
there was an income tax provision because operations in 
certain European countries were profitable and losses in the 
U.S. and other countries could not be carried back to prior 
years. The tax benefit was only 9% in 1985 because certain 


subsidiaries had losses in excess of amounts that could be 
carried back to prior years. The tax rate of 36% for 1984 was 
the result of increased profitability in countries with high tax 
rates. In 1984 U.S. state income taxes, net of the Federal tax 
benefit, increased the effective tax rate by 1.2% and U.S. 
investment tax credits of $1.6 million reduced the effective 
tax rate by less than 1%. 

As of 30 June 1986, the Company’s U.S. subsidiaries have 
net operating loss carryforwards of approximately $91 million 
for tax purposes and $59 million for financial reporting pur¬ 
poses and investment tax credit carry forwards of $8 million 
which expire in years through 2001. Certain of the Company’s 
non-U.S. subsidiaries have net operating loss carryforwards 
of approximately $46 million which expire at various dates 
through 1995. 

The Company’s U.S. subsidiaries are being audited for fiscal 
years through 1985 and it is likely that deficiencies could be 
proposed for those years. As of 30 June 1986, management 
believes that the outcome of the U.S. audit will not materially 
affect the consolidated financial position of the Company. The 
operating losses incurred in 1985 and 1986 should signi- 
ficandy reduce the cash flow effect of any deficiency and 
management believes the ultimate effect of the IRS audit on 
the Company’s cash flow will not be material. 

Certain of the Company’s non-U.S. subsidiaries are under¬ 
going routine audits by their local tax authorities. In Japan the 
tax authority has issued a deficiency notice for years 1982, 
1983 and 1984. Management believes that the outcome of 
such audits will not materially affect the consolidated financial 
position of the Company. 


At 30 June 1986, the Company had an investment of $3.0 
million in Commodore Credit Inc., a wholly-owned finance 
subsidiary. This investment is accounted for using the equity 
method and is included in other assets in the consolidated 
balance sheet. The finance subsidiary from time to time pur¬ 
chases receivables without recourse from the Company. The 
Company is reimbursed for certain administrative services 
rendered to the finance subsidiary and is required to maintain 
net earnings of the finance subsidiary at a multiple of fixed 
charges. 

Condensed financial information for the finance subsidiary 
is as follows (000s omitted): 



30June 


1986 

1985 

Assets: Cash 

$ 100 

$ 300 

Accounts receivable 

8,800 

13,100 


$8,900 

$13,400 


30June 



1986 

1985 

Liabilities and Shareholder’s 
Equity: Bank debt 

$5,400 

$10,000 

Other liabilities 

500 

500 

Shareholder’s equity 

3,000 

2,900 


$8,900 

$13,400 


a 



















1 6. Bank Debt 

As of 30 June 1985, the Company was not in compliance with 
certain covenants of its long-term revolving credit agreements 
and $138.9 million of bank debt was classified as current 
obligations in the consolidated balance sheet. In October 
1986, the Company reached an agreement in principle for a 
new credit agreement and accordingly, bank debt of $111.2 
million has been reclassified as long-term as of 30 June 1986. 

Average month-end borrowings under the revolving credit 
agreements were $123 million in 1986 and $108 million in 
1985, at a weighted average interest rate of 10.3% and 10.9%, 
respectively. The maximum month-end borrowings were 
$150 million in 1986 and $139 million in 1985. 

The Company and its subsidiaries had short-term bank 
borrowings of $272 million at 30 June 1986, at an average 
interest rate of 13.0% (1985-10.6%; 1984-12.7%). The maxi¬ 


mum month-end short term borrowings during fiscal 1986 
were $74 million (1985-$86 million; 1984-$ 112 million). 

The average month-end short-term borrowings outstanding 
during fiscal 1986 were $37 million (1985-$49 million; 
1984-$52 million) at a weighted average interest rate of 
16.2% (1985-11.4%; 1984-11.0%). 

As of 30 June 1986, the Company had unused short-term 
lines of credit of $13 million available in various currencies 
which permit borrowings at interest rates based upon prime, 
base rate, bankers’ acceptances or cost of funds. Interest rates 
vary from country to country depending upon local condi¬ 
tions. In certain countries under various informal and unre¬ 
stricted arrangements, the Company maintains compensating 
balances to support credit facilities and services. 


I 7. Long-Term Debt 


(000s omitted) 

30June 

1986 1985 

Debt with banks in United States, 
United Kingdom and 

West Germany 

$111,200 

$ 

Deutsche mark debentures, 75%, 
due January 1992 

45,400 

— 

Australia revolving credit 

- 

5,000 

Real estate mortgages, 

6.3% to 75% (1985-79% 
to 8.5%), due in varying 
amounts through 2000 

8,600 

1,000 

Capitalized lease obligations 
averaging 12.2% (1985- 
11.7%) payable in varying 
amounts through 2019 

29,300 

37,200 

Other 

300 

300 

Current Portion 

194,800 

(40,300) 

43,500 

(9,400) 


$154,500 

$34,100 


In October 1986, the Company reached an agreement in 
principle for a new credit agreement with a group of banks. 
Management contemplates that the formal agreement will be 
signed by mid-November 1986. The agreement requires the 
Company and certain subsidiaries to maintain certain revised 
financial ratios and minimum level of net worth. The agree¬ 


ment requires minimum repayments of $32 million in fiscal 
1987 The Company has pledged as collateral accounts 
receivable in the United States, the United Kingdom and West 
Germany, the capital stock of Commodore-Amiga, Inc. and 
certain intellectual property rights. The Company is not per¬ 
mitted to pay any dividends nor acquire more than $2 million 
of its outstanding capital stock. The agreement provides for 
pricing options based upon prime, base rates, London Inter¬ 
bank Offered Rate (LIBOR), bankers’ acceptances or cost of 
funds. At 30 June 1986, the weighted average interest rate of 
the borrowings was 8.9%. 

As of 30 June 1985, the Company was not in compliance 
with certain covenants of the revolving credit agreements as 
discussed in Notes 1 and 6, and the debentures and two 
mortgages were classified as current obligations in the consoli¬ 
dated balance sheet. As of 30 June 1986, these debentures and 
mortgages were reflected as long-term. 

Approximate annual maturities of long-term debt as of 
30 June 1986 are as follows (000s omitted): 


1987 

$ 40,300 

1988 

88,700 

1989 

5,400 

1990 

2,900 

1991 

1,400 

Later years 

56,100 

$194,800 
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I 8. Capital Stock 

During fiscal 1985 the shareholders approved an increase in 
the authorized number of shares of capital stock to 
90,000,000. As of 30 June 1986, the following shares of capital 
stock were reserved for future issuance: 

Stock Incentive Plan 2,306,548 

Acquisition of Amiga Computer, Inc. 28,367 

__ 2,334,915 

During fiscal 1985 the shareholders approved a Stock Incen¬ 
tive Plan for Key Employees which amended and restated 
the 1980 Stock Option Plan. The Plan provides for certain key 
employees to receive grants or options to purchase up to 
3,000,000 shares of the Company’s capital stock. Although 
the Plan allows for non-qualified stock options to be granted 
at a price below the market value, all options have been 
granted at the fair market value at the date of grant. Options 
granted under the plan expire ten years from the date of grant 
and outstanding options are exercisable in annual increments 
of 33V3% beginning one year from the date of grant. Options 
granted prior to fiscal 1985 expire six years from the date of 
grant. As of 30 June 1986, options were held by 94 employees 
and range in exercise price from $725 to $24.75. These 
options expire on various dates from November 1987 to May 
1996. There were 201,625 shares exercisable as of 30 June 
1986. Option activity during 1985 and 1986 was as follows: 



Number 

Average 



of 

Price Per 



Shares 

Share 

Total 

Outstanding as 
of 30 June 1984 

361,334 

$24.15 

$ 8,726,000 

Granted 

883,500 

19.39 

17,128,000 

Exercised 

(10,300) 

4.19 

(43,000) 

Cancelled 

(257,868) 

29.60 

(7,634,000) 

Outstanding as 
of 30 June 1985 

976,666 

$18.61 

$ 18,177,000 



Number 

of 

Shares 

Average 
Price Per 
Share 

Total 

Outstanding as 
of 30 June 1985 

976,666 

$18.61 

$ 18,177,000 

Granted 

574,426 

8.11 

4,658,000 

Exercised 

(9,000) 

5.79 

(52,000) 

Cancelled 

(659,092) 

17.30 

(11,400,000) 

Outstanding as 
of 30 June 1986 

883,000 

$12.89 

$ 11,383,000 


In fiscal 1986, a grant of 500,000 shares of capital stock 
was made to an officer at a price of $5,000, or $.01 per share. 
The shares vest at the rate of 20% each June in 1987 through 
1991. If the officer leaves the Company due to a merger or 
other change of control, all then-restricted shares vest 
immediately. The difference between the grant price and the 
fair market value at the date of grant has been charged to 
unearned compensation in the consolidated balance sheet 
and is being amortized over the vesting period. 

In fiscal 1985,15,000 shares of capital stock were sold to 
an officer at the prevailing market price. The officer was also 
granted an option to purchase 300,000 shares of capital stock 
at an exercise price of $23.50 (aggregate exercise price of 
$7,050,000), which was the prevailing market price at the 
date of grant. This option was cancelled in fiscal 1986 when 
the officer resigned. 

When options are exercised the proceeds, including any 
applicable income tax benefit, are credited to capital stock 
and contributed surplus. 


I 9. Leases 

The Company leases certain machinery and equipment, 
manufacturing facilities, warehouses and administrative 
offices with terms expiring at various dates to 2019. Typically, 
the Company pays property taxes, insurance and maintenance 
expenses related to the leased property. The gross value "of 
property included under capital leases as of 30 June 1986 and 
1985 was $33.0 million and $59.8 million, respectively. The 
related accumulated amortization as of 30 June 1986 and 
1985 was $16.3 million and $279 million, respectively. 
Amortization expense of property under capital leases was 
$6.1 million in 1986, $11.1 million in 1985 and $77 million in 
1984. Total rental expense under operating leases was $3.4 
million in 1986, $2.4 million in 1985 and $2.9 million in 1984. 

Minimum future obligations on leases as of 30 June 1986 
are as follows (000s omitted): 



Capital 

Operating 


Leases 

Leases 

1987 

$11,400 

$ 3,400 

1988 

9,800 

2,500 

1989 

5,500 

2,200 

1990 

2,900 

1,500 

1991 

1,300 

900 

Later years 

37,100 

800 

Total minimum obligations 
Amounts representing 

$68,000 

$11,300 

interest 

(38,700) 


Present value of net 



minimum obligations 

$29,300 





















North 


(000s omitted) 

America 

Europe , 

Asia/Australia 

Eliminations 

Consolidated 

1986 

Sales to unaffiliated customers 
Intersegment sales 

$397,700 

80,200 

$ 455,200 
539,100 

$ 36,400 
557,300 

$ - 
(1,176,600) 

$ 889,300 

Net sales 

477,900 

994,300 

593,700 

(1,176,600) 

889,300 

Income Goss) from operations 

(59,400) 

(16,300) 

(2,400) 

2,500 

(75,600) 

Interest expense, net 

Restructuring charges 

Other income 





(28,100) 

(27,000) 

7,000 

(Loss) before income taxes 





(123,700) 

Identifiable assets 

227,300 

229,800 

79,500 

(31,700) 

504,900 

Depreciation expense 

19,200 

6,700 

5,200 


31,100 

Capital expenditures 

8,500 

8,500 

2,100 


19,100 

1985 

Sales to unaffiliated customers 
Intersegment sales 

$375,500 

57,600 

$ 468,700 
556,700 

$ 38,900 
691,300 

$ 

(1,305,600) 

$ 883,100 

Net sales 

433,100 

1,025,400 

730,200 

(1,305,600) 

883,100 

Income Goss) from operations 

(49,100) 

(29,000) 

10,800 

(13,700) 

(81,000) 

Interest expense, net 

Restructuring charges 

Other expense 





(32,600) 

(3,700) 

(7,300) 

(Loss) before income taxes 





(124,600) 

Identifiable assets 

364,200 

247,800 

99,400 

(30,600) 

680,800 

Depreciation expense 

21,700 

5,100 

4,300 

- 

31,100 

Capital expenditures 

44,100 

10,100 

9,600 

- 

63,800 

1984 

Sales to unaffiliated customers 
Intersegment sales 

$761,200 

91,100 

$ 463,600 
715,900 

$ 42,400 
655,700 

$ — 
(1,462,700) 

$1,267,200 

Net sales 

852,300 

1,179,500 

698,100 

(1,462,700) 

1,267,200 

Income from operations 

77,500 

160,100 

12,500 

(3,200) 

246,900 

Interest expense, net 

Other expense 





(20,400) 

(2,000) 

Income before income taxes 





224,500 

Identifiable assets 

372,200 

195,400 

159,700 

(48,300) 

679,000 

Depreciation expense 

14,000 

2,000 

3,500 

- 

19,500 

Capital expenditures 

23,500 

10,700 

8,500 

- 

42,700 


The fiscal 1985 loss from operations in Europe includes significant inventory writedowns. 




































1 11. Commitments and Contingencies 

The Company and its subsidiaries are parties to a number of 
lawsuits, including a claim during fiscal 1985 by one plaintiff 
for compensatory and punitive damages in excess of $50 
million. The Company has filed an answer to the complaint 
denying all material allegations and setting forth affirmative 
defenses. In the opinion of management, none of the lawsuits 
or claims should materially affect the consolidated financial 
position of the Company. 

In the United States and certain other countries, customs 


authorities have challenged the Company’s classification of 
materials imported into the respective countries, resulting in 
claims for additional customs duties and/or penalties. In the 
opinion of management and counsel, the outcome of such 
claims should not materially affect the consolidated financial 
position of the Company. 

At 30 June 1986, certain of the Company’s subsidiaries, 
in the normal course of business, discounted with recourse 
certain receivables amounting to $4 million. 


12. Quarterly Financial Information (unaudited) (ooos omitted, except per share amounts) 


For the Year Ended 30 June 1986 

First 

Second 

Third 


Fourth 

Year 

Net sales 

$159,200 

$339,200 

$182,300 

$ 

208,600 

$ 889,300 

Gross profit 

16,700 

54,800 

40,200 


58,800 

170,500 

Income (loss) before income taxes 

(39,200) 

(50,400) 

(35,300) 


1,200 

(123,700) 

Income tax provision 

- 

2,800 

1,400 


- 

4,200 

Net income (loss) 

$(39,200) $(53,200) 

$ (36,700) 

$ 

1,200 

$ (127,900) 

Per share data 

$ (1.25) 

$ (1.70) $ (1.17) 

$ 

0.04 

$ (4.08) 

For the Year Ended 30 June 1985 

Net sales 

$244,200 

$338,700 

$168,300 


$ 131,900 

$ 883,100 

Gross profit floss) 

103,500 

100,100 

27,600 


(66,100) 

165,100 

Income floss) before income taxes 

39,700 

4,700 

(29,900) 


(139,100) 

(124,600) 

Income tax provision (benefit) 

12,000 

1,500 

(9,100) 


(15,100) 

(10,700) 

Net income (loss) 

$ 27,700 

$ 3,200 

$(20,800) 


$(124,000) 

$(113,900) 

Per share data 

$ 0.90 

$ 0.10 

$ (.67) 


$ (3.99) 

$ (3.66) 


The fourth quarter fiscal 1985 loss includes inventory writedowns of approximately $63 million. 

The second quarter fiscal 1986 loss includes inventory writedowns of approximately $24 million and restructuring 
charges of $22 million. 

The third quarter fiscal 1986 loss includes inventory writedowns of approximately $10 million and restructuring 
charges of $5 million. 

See note 1 regarding current developments. 
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13. Supplementary Financial Information Adjusted For 
Changing Prices (Unaudited) 


In accordance with the U.S. Financial Accounting Standard 
No. 33, supplementary unaudited financial data is presented 
in the tables below. Since this information involves the use of 
assumptions, estimates and subjective judgments, the data 
does not necessarily represent a precise measurement of the 
effects of inflation on the Company. 

As a significant portion of the Company’s operations is 
measured in currencies other than the U.S. dollar, the informa¬ 
tion has been presented under the current cost method only. 
Specific price indices were used to determine the current cost 
of property and equipment. Depreciation expense for fiscal 
1986 was based on the current cost asset values and the same 
depreciation methods and useful lives as used in the historical 
cost financial statements. Inventories and cost of sales were 
measured based on recent production costs. No adjustment 
was made to net sales, other expenses and interest since they 
already approximated current cost. As required, no adjust¬ 
ment was made to income taxes. 

Consolidated Statement of Income Adjusted for Effects of 
Changing Prices For Year Ended 30 June 1986 
(millions, except per share amounts) 


As Reported Current Cost 


Net sales 

$ 889.3 

$889.3 

Cost of sales 

718.8 

721.0 

Operating expenses 

246.1 

246.4 

Interest expense, net 

28.1 

28.1 

Restructuring charges 
and other income 

20.0 

20.0 

Income taxes 

4.2 

4.2 

Net loss 

$(127.9) 

$(130.4) 

Net loss per share 

$ (4.08) 

$ (4.16) 

Depreciation and 
amortization expense 
included in costs and 
expenses above 

$ 39.1 

$ 41.6 

Inventories and property 
and equipment (net) 
at 30 June 1986 

$ 295.7 

$300.4 

Increase in current cost 
of inventories and property 
and equipment (net) 


$ 12.7 


held during the year 


Current Cost 

Effect of increase in general 
price level 

6.5 

Excess of increase in 


specific prices over 
increase in general price level 
(($22.0) in 1985) 

$ 6.2 


As of 30 June 1986, the current cost of net assets, stated 
in average fiscal 1986 dollars, was $109.0 million ($224.2 
million at 30 June 1985). Current cost net loss for 1985, 
stated in average 1986 dollars, was $120.2 million or $3.86 
per share. 

As required by Financial Accounting Standard No. 33, the 
purchasing power gain or loss from holding monetary assets 
and liabilities must be disclosed. In periods of inflation com¬ 
panies which hold cash and other monetary assets lose pur¬ 
chasing power since these assets will purchase fewer goods 
and services at the end of the year. Conversely, companies 
which have liabilities of fixed amounts gain purchasing power 
because these obligations are payable in dollars of reduced 
purchasing power. During fiscal 1986 the Company’s mone¬ 
tary liabilities exceeded the monetary assets and the purchas¬ 
ing power gain, as defined, was $3.6 million. The Company’s 
purchasing power gain in 1985, stated in average 1986 dollars, 
was $5.5 million. 

Following is a five-year comparison of selected financial 
information adjusted for changing prices: 



Net Sales in 
Millions of 
Constant 1986 
Dollars 

Market Price Per 
Common Share 
at Year-End in 
Constant 1986 
Dollars 

Average Annual 
Consumer Price 
Index-Urban 
(CPI-U) 

1986 

$ 889.3 

$ 6.09 

326.0 

1985 

908.7 

9.86 

316.8 

1984 

1,354.8 

28.46 

304.9 

1983 

755.0 

59.05 

294.1 

1982 

352.0 

21.87 

281.9 
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AUDITORS 'REPORT AND 
COMMON STOCK INFORMATION 


I Auditors’ Report 

To the Shareholders of Commodore International Limited: 

We have examined the consolidated balance sheets of Commodore International Limited (a Bahamian corporation) and 
subsidiaries as of 30 June 1986 and 1985, and the related consolidated statements of operations, shareholders’ equity and 
changes in financial position for each of the three years in the period ended 30 June 1986. Our examinations were made in 
accordance with generally accepted auditing standards and, accordingly, included such tests of the accounting records and 
such other auditing procedures as we considered necessary in the circumstances. 

As indicated in the accompanying financial statements, and as discussed in Note 1, the Company sustained significant net losses 
in the last two fiscal years. In addition, as discussed in Note 11, the Company and certain of its subsidiaries are parties to certain 
litigation. Realization of the carrying amounts of the Company’s assets and the classification of the Company’s long-term debt 
are dependent on the success of future operations. 

In our opinion, subject to the effects on the financial statements as of and for the years ended 30 June 1986 and 1985, of such 
adjustments, if any as might have been required had the outcome of the uncertainties referred to in the preceding paragraph 
been known, the financial statements referred to above present fairly the financial position of Commodore International Limited 
and subsidiaries as of 30 June 1986 and 1985, and the results of their operations and changes in their financial position for each 
of the three years in the period ended 30 June 1986, in conformity with generally accepted accounting principles applied on a 
consistent basis. 

- * - - V — 

Philadelphia, PA„ 

15 August 1986 (except with respect to the matter discussed in 
Note 7 as to which the date is 24 October, 1986). 


1 Common Stock Information 

The Company’s shares are listed on the New York Stock Exchange. 

The high and low quarterly common stock prices for the past two fiscal years were are follows: 


Fiscal 1986 

Fiscal 1985 


High-Low 

High-Low 

First Quarter (30 September) 

$12 3 /4-8 5 /s 

$33 3 /s-18 5 /8 

Second Quarter (31 December) 

1P/4-9V4 

29 7 /s-16V4 

Third Quarter (31 March) 

ll 3 /8-4 7 /8 

18Vs-9 3 /4 

Fourth Quarter (30 June) 

9V4-6Vs 

11V8-8V4 
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